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AN ANALYSIS OF THE CONDITION OF THE 

CENTRAL BANKS 

OF ENGLAND, FRANCE, AND THE UNITED STATES, 1911-19, 
WITH SPECIAL REFERENCE TO CURRENT CONDITIONS 



I. SUMMARY 

THE war caused a tremendous expansion in the 
note and deposit liabilities of the Bank of England, 
the Bank of France, and the federal reserve banks of 
the United States — in America especially after the 
United States entered the war. Note issues on the whole 
rose less sharply than deposits but have continued their 
upward movements more persistently. At the close of 
the war, the circulation of the Bank of France was about 
five and one-half times the pre-war figure. The Bank of 
England circulation was about two and one-half times 
the pre-war figure; in addition, a British government 
currency issue was in circulation to an amount four 
times the swollen issue of the Bank of England. The 
federal reserve note issue had risen from nil in 1914 
(when the federal reserve system was established) to 
two and a half billion dollars at the signing of the armis- 
tice. This increase of federal reserve notes, however, 
does not mean that there was a net addition to the 
American currency of two and a half billion dollars. A 
considerable volume of federal reserve notes was sub- 
stituted for gold certificates, the gold back of these cer- 
tificates becoming part of the reserve of the federal 
reserve banks. The Federal Reserve Board has esti- 
mated that the net addition to the currency of the 
United States between February 1, 191 7 and September 
1, 1918 amounted to $736,1 74,09c. 1 Deposits rose more 
rapidly than the note issue in all three countries. In 
England they were of far more importance than notes 
in the currency expansion. In the United States they 
were of almost equal importance with federal reserve 
notes. Before the end of the war, however, public de- 
posits were declining in England, and general deposits 
in France. Reserves in all countries were strengthened 
absolutely, yet insufficiently to keep pace with liabili- 
ties. By November 1918 the reserve ratio of the Bank 
of England, 2 although higher than a year or two earlier, 
was one-third below its pre-war level; the French ratio 
had dropped from a pre-war figure of 65 per cent to 17 
per cent; 3 and the American reserve ratio had fallen 
from the abnormally high figure of 191 5-16 to about 50 
per cent (Chart I). 

Changes since the armistice merit special attention. 
The Bank of England, without changing its discount 
rate from the 5 per cent figure established in April 191 7, 
has been rapidly readjusting itself to something like its 

1 Federal Reserve Bulletin, Oct. i, 1918, p. 927. 

2 Ratio of coin and bullion in both departments to note circulation 
plus total deposits. See p. 17, footnote. 

3 Ratio of total reserves (including silver) to note circulation plus 
total deposits. 



pre-war status. Although the note circulation has con- 
tinued to increase over the high level reached at the con- 
clusion of active hostilities, public deposits and other 
deposits have declined more than the circulation has 
increased. Meanwhile the holdings of coin and bullion 
in both departments have steadily mounted above the 
high war figure, until lately the ratio of reserve to de- 
posits plus circulation has reached its normal pre-war 
range of 40 to 50 per cent. The increase of the note 
issues of the Bank of England in one aspect merely 
reflects increased gold holdings in the Issue Depart- 
ment, thereby indicating additional strength, yet in con- 
sidering the Bank as a whole notes must be regarded 
as liabilities just as are deposits. The British currency 
and banking situation, however, is still complicated by 
the circulation of a vast government currency issue 
which was unknown in pre-war days. This issue con- 
tinued to increase until late in April, and has declined 
but slightly since then. If these currency notes are 
taken into consideration, the recent favorable showing 
of the Bank of England becomes less significant of 
British conditions; the gold reserve of the British bank- 
ing and currency system as a whole cannot be ac- 
counted much more favorable than that of the French, 
and the improvement since November 191 8 becomes 
little more than a checking of war-time expansion. 

The statements of the Bank of France since November 
1 91 8 show no evidence of such progress in readjustment 
as the Bank of England has made. Deposits, public 
and private, have declined slightly since April, after a 
rise earlier in the year; but these, although now four 
times their pre-war level, remain relatively insignificant, 
constituting not more than 10 per cent of the note issue. 
The note circulation continues its war-time rise, with 
but a slight diminution in rate; it now stands at six or 
seven times the usual pre-war figure. The reserves 
(including large amounts of gold held abroad, chiefly at 
the Bank of England) were increased by 50 per cent 
during the war, and since November 191 8 have in- 
creased steadily, but at a smaller rate than the note 
issue. In consequence, the ratio of reserves to notes 
and deposits has declined since the armistice was signed; 
as compared with a pre-war range of 57 to 69 per cent, 
the ratio stood at 17 per cent in November last and is 
now about 1 5 J per cent. It must be remarked, however, 
that in France no government currency has been issued; 
the degree of enlargement of the total currency during 
the war and since November 1918 is therefore fairly well 
indicated by the increase in the note issue. 

The federal reserve banks emerged from the war much 

[13] 
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stronger than the European banks. Note issues have 
been relatively less and deposits have increased in 
smaller proportion, although it is impossible to make 
exact comparisons because the system was not in exist- 
ence previous to the war. The ratio of total reserves to 
federal reserve notes plus net deposits stood at 50 per 
cent at the signing of the armistice, in contrast with the 
Bank of France's 17 per cent and the Bank of England's 
32 per cent. Since November 191 8 the federal reserve 
banks have on the whole maintained the position 
reached at that time, neither contracting as the Bank 
of England has done nor expanding as the Bank of 
France has continued to do. The exceptional strength 
of the reserve position during 1915-17 was a by-product 
of the process of organization of the federal reserve 
system. The present ratio of 50 per cent of total re- 
serves to demand liabilities, while considerably above 
the legal requirement imposed upon the federal reserve 
banks (35 per cent against deposits and 40 per cent 
against notes), is by no means clearly excessive. In- 
deed, it is possible that conservative banking will be 
found to require a normal ratio of 60 or 70 per cent 
rather than 50 per cent. Certainly, under present con- 
ditions it is clear that the Federal Reserve Board should 
not encourage further expansion of its demand lia- 
bilities. 

Looking at the comparative banking and currency 
situation of the three countries, the strength of the 
American position both during and after the war stands 
out prominently. Despite the tremendous war-time 
expansion this position has not been seriously impaired. 
The British position, on the other hand, was greatly 
weakened by the war, and, despite creditable efforts of 
the Bank of England since the armistice, little has yet 
been accomplished beyond checking the war-time ex- 
pansion. In France, where the position was weakened 
much more than in England, the expansion has con- 
tinued since November 1918. 

While the position of the central banks is only one 
factor, it is undeniably an important factor in the move- 
ment of commodity prices. To this fact attention was 
called in the June Supplement in the discussion of the 
post-war level of prices. Despite the favorable showing 
of the Bank of England, there is still no evidence in any 
of the three countries of any real reversal of the wide- 
spread war-time expansion or inflation of credit and 
currency. Indeed, in recent months some tendency to 
further expansion has been apparent. These facts help 
to explain why the decline in commodity prices, begun 
late in 1918, was arrested in the spring of 1919 before 
any considerable fall had taken place; and also why 
prices have recently risen to new record heights. 1 
Present evidence from several countries tends to show 
the universality of this upward movement of prices 
after the decline following the armistice. For those who 
hope to see an early decline in commodity prices there 
is little encouragement in the policies thus far pursued 

1 Further data on current international price movements will 
appear in an early Sotplement. 



by the dominant forces in the currency and banking 
situation of England, France, and America. 

The preceding summary presents the outstanding 
characteristics of the war-time and post war-time posi- 
tions of the central banks of England, France, and the 
United States. The following analysis describes in some 
detail the fluctuations of important items of the state- 
ments of the three banks during the period 1911-19. 
The summary just presented is based on the analysis 
which follows. 

II. THE WAR PERIOD IN RELATION 
TO PRE-WAR YEARS 

1. The Bank of England 

Significant monthly items from the Bank of England 
statements from January 191 1 to August 1919 are 
plotted on Charts III and IV, using data from the 
weekly statements nearest to the 15th of each month. 

Public deposits (Chart III) exhibited large seasonal 
fluctuations in pre-war years, reaching their maximum 
in March and their minimum in October. In 1911-13 
they varied over a range of £5,000,000 to £27,000,000. 
The first impact of the war reduced them sharply. 
Then, as credits were arranged, they rose rapidly from 
the low point of £8,000,000 in August 1914 to the high 
point of £128,000,000 in May 1915. During 1915 the 
public deposits were at their greatest height, and 
fluctuated with extreme violence; monthly figures show 
variations between £40,000,000 and £128,000,000, and 
weekly data would show even wider fluctuations. In 

1 916 the fluctuations were confined to the narrower 
range of £52,000,000 to £69,000,000. From early in 

191 7 the volume has decreased strongly and rather 
steadily until in August 1919 it stood at £19,000,000, 
about one-third of the figure three years before and not 
far above the pre-war average. 

Deposits other than public (Chart III) fluctuated much 
less than public deposits in pre-war years, and while 
varying some £8,000,000 or £10,000,000 in the course 
of a year, showed no marked seasonal movements. In 
1911-13 they ranged between £38,000,000 and £47,- 
000,000. Immediately on the outbreak of war these 
deposits rose rapidly, reaching a high point of £147,- 
000,000 in November 1914. A fairly rapid recession 
brought them to £96,000,000 in May 191 5, and after a 
brief rise to a record maximum of £158,000,000 in July 
191 5 they fell to a minimum for the war of £79,000,000 
in May 1916. From this point until February 191 7 
there was a rapid recovery to £145,000,000. After a 
drop to £119,000,000 in the next month, they pursued 
a general upward course, reaching £144,000,000 in 
December 1918. During 1919, like public deposits, 
other deposits have shown a downward tendency. The 
figure of £89,000,000 for August, while still double the 
pre-war average, is lower than for any month of the 
war except in the second quarter of 1916. 

The extreme fluctuations of both public deposits and 
other deposits during the war, and in some measure in 
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peace times, are due to irregular shifting of balances 
between the government and the banks. Total depos- 
its, therefore, fluctuate less than either component, as 
shown in the upper line on Chart III. This curve 
brings out clearly the high level maintained during the 
war — at its maximum in 1915, but in the last two 
years standing at nearly treble the pre-war level — 
and the sharp downward trend since December 191 8. 

The note circulation (Chart IV) in pre-war years 
varied between £26,000,000 and £30,000,000, showing 
marked seasonal fluctuations with a high point in 
August and a low point in February. In August 191 4 
the issue jumped to £36,000,000. Thereafter until the 
middle of 191 6 the circulation fluctuated on a level 
about 20 per cent higher than before the war, remaining 
between £32,000,000 and £36,000,000. From 1916 on- 
ward a distinct upward trend is observable. Even the 
percentage of increase was higher in 191 7 than in 19 16, 
and much higher still in 1918 than in 1917. When the 
armistice was signed the circulation stood at about 
£65,000,000, more than double the characteristic pre- 
war figure and 50 per cent higher than in November 
191 7. The upward movement has continued through 
1919, although at a lower rate. 

The metallic reserve of the Bank of England, counting 
that in both Banking and Issue Departments, is shown 
on Chart IV. In the pre-war years this > too shows 
seasonal movements, with fluctuations more marked 
than those of the note circulation, reaching maxima in 
September and minima in December. During 191 1- 
13 the reserve generally ranged from £35,000,000 to 
£42,000,000 and showed no tendency to increase. The 
outbreak of war caused an immediate drop, but ener- 
getic measures for concentrating the gold reserve raised 
it promptly from £33,000,000 in mid- August to £73,- 
000,000 three months later. Thereafter the tendency 
was downward until the middle of 191 7, although the 
decline was interrupted as strenuous measures brought 
new additions to the reserve in the spring and summer 
of 191 5 and in the first half of 1916. Soon after America 
entered the war the decline ceased, and the subsequent 
increase, especially marked in the latter half of 1918, 
raised it from a low point of £53,000,000 in July 191 7 to 
a high point of £89,000,000 in July 1919. 

The ratio of coin and bullion in both departments 
to note circulation plus total deposits (Chart I) * has 
always varied considerably from month to month, with 
maxima usually in September and minima in March 
or April. During the war the fluctuations have con- 
tinued, although since the second quarter of 191 7 they 
have been of less magnitude. In 1911-13 the ratio 
seldom fell below 40 per cent, seldom rose above 50 per 
cent, and averaged about 45 per cent. The outbreak of 
the war caused a great drop from 47 per cent in July to 
26 per cent in August. After a brief recovery to 36 per 
cent in October and November 1914, a decline set in 
which was checked only at a figure of 22 per cent in 
July 191 5. From this point it rose, interrupted by a 
fall toward the end of the year, to 35 per cent in June 



1 9 1 6 , and fell again to 2 2 per cent in March 1 9 1 7 . From 
this time there has been an almost steady increase. In 
February 1919 the maximum of the war was passed, 
and recently the pre-war level has been reached. 

2. British Currency Notes 

It would be a mistake to interpret the foregoing 
figures for the Bank of England without reference to the 
new element which the war introduced into the British 
monetary system. Formerly, paper currency consisted 
entirely of bank notes, in recent years largely notes of 
the Bank of England. Not so today. The Currency 
and Bank Note Act of 1914, passed two days after Great 

1 The Bank of England ratio of reserve to liabilities, as commonly 
quoted, refers to the percentage of notes plus coin and bullion held by 
the Banking Department to the sum of public deposits, other deposits, 
and seven day and other bills (this last usually a negligible item). No 
account is taken of the total note issue or of the coin and bullion in the 
Issue Department. 

In this article, the reserve ratio is computed as if there were no 
separation of the Banking and Issue Departments, and represents the 
ratio of coin and bullion in both departments to the notes outstanding 
(notes issued by the Issue Department less notes held by the Banking 
Department) plus public and other deposits (neglecting seven day and 
other bills). It is believed that this ratio is more significant for com- 
parison with pre-war figures, as well as more nearly comparable with 
figures for the Bank of France and the federal reserve banks. 

The contrast between the two ratios is clearly shown by a compari- 
son of the actual statement of the Bank of England with a consolida- 
tion of the two sections of the statement for August 13, 1919, the last 
statement in our monthly series. 

Actual Statement 

Issue Department 

Notes issued £104,620,805 Government debt. . . £11,015,100 

Other securities .... 7,434,900 

Gold coin and bullion 86,170,805 



£104,620,805 



£104,620,805 



Banking Department 

Proprietors' capital. £14,553,000 Government securities £21,390,356 

Rest 3,447,668 Other securities ... . 81,222,618 

Public deposits 22,454,852 Notes 24,897,370 

Other deposits .... 89,157,643 Gold and silver coin 2,116,940 
Seven day and other 

bills 14,121 



£129,627,284 £129,627,284 

" Per cent reserve to liabilities, 24% " [Banking Department only]. 

Consolidated Statement 

Proprietors' capital £14,553,000 Government securities £32,405,456 
Rest 3,447,668 



Capital and rest . £18,000,668 Other securities .... 88,657,518 

Note circulation (net) 79,723,435 

Public deposits 22,454,852 Coin and bullion . . . 88,287,745 

Other deposits 89,157,643 

Seven day and other 

bills 14,121 



Liabilities £191,350,051 

Total capital and 



liabilities 



£209,350,719 Total assets £209,350,719 



Per cent of coin and bullion in both departments to note circulation plus total 
deposits, 46. 

The comparative summary of the Bank of England statement, as 
commonly quoted, may easily mislead the casual reader. The terms 
" circulation " and " coin and bullion " are given as they would appear 
in a consolidated statement, but all the other items, including the ratio 
figure, are as they would appear in the statement of the Banking 
Department alone. 
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Britain declared war, authorized the treasury to issue 
full legal tender notes in £i and ios. denominations. An 
early amendment to the Act authorized the issue of 
certificates in larger denominations for bankers' use. 
Both notes and certificates were to be issued through 
the Bank of England, to bankers, up to a maximum of 
20 per cent of their liabilities on deposit and current 
accounts, and were to be treated as an advance bearing 
interest at the current bank rate. 

In practice these notes, superadded to the enlarged 
Bank of England issue, soon replaced gold both in cir- 
culation and, in great measure, in the vaults of the joint 
stock banks. Like bank notes and deposits at the Bank 
of England, they figure as a constituent of the banking 
reserves of these great institutions. Their influence has, 
accordingly, been very large. In so far as they have 
merely replaced gold in circulation or in bank vaults, 
they have had no influence except as they have aided in 
the concentration of the gold stock in the Bank of 
England. Beyond this point they have contributed 
heavily to the increase of the circulating medium, both 
directly and, by swelling the bank reserves, indirectly, 
stimulating an increase in loans and deposit currency. 

Chart V shows the amount of these notes and cer- 
tificates outstanding on the last Wednesday of each 
month from August 1914, as reported by the British 
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treasury. 1 For comparison, the Bank of England note 
circulation and total deposits are shown as well. Except 
for slight recessions at the end of each year, the increase 
has been practically continuous. At the end of the war 
nearly £300,000,000 of these notes and certificates were 
in circulation, an amount exceeding the combined note 
circulation and total deposits of the Bank of England. 
Allowing for £28,500,000 held as a special gold reserve 
against them by the treasury, and for gold withdrawn 
from circulation and the banks, the issue may be said 
to have constituted a net addition to the currency of 
at least £200,000,000, and through its influence on 



deposit currency it has facilitated an increase to the 
total circulating medium several times as great. Since 
November 19 18 the continued increase of currency notes 
and certificates, plus the slight increase in the Bank of 
England note issue, has exceeded the decrease in the 
figures for total deposits. Only since May has a slight 
recession been evident. 

British experts in banking and currency have been 
alive to the significance of the government currency 
issue. 2 The special Committee on Currency and Foreign 
Exchanges After the War, headed by Lord Cunliffe, 
Governor of the Bank of England, and containing rep- 
resentative bankers, merchants, and treasury officials, 
as well as the economist Professor Pigou, discussed the 
issue in its interim report presented in October 1918. 3 
While defending the issue as inevitable, " given the 
necessity for the creation of bank credits in favour of 
the government for the purpose of financing the war 
expenditures," they recognize that the practice led to 
an effective departure from the gold standard, to a real 
though not measured depreciation of the currency in 
terms of gold, and to the stopping of the Bank of 
England's recognized machinery for controlling discount 
rates, the foreign exchanges, and the gold supply. 
Accordingly the Committee urged that it was impera- 
tive to restore without delay the conditions necessary 
to the maintenance of an effective gold standard; and 
urged, as essential steps in this restoration, the cessa- 
tion of government borrowings, the early repayment of 
government securities held by the banks, the gradual 
reduction in the currency note issue, and its eventual 
replacement by Bank of England notes. As an interim 
measure it recommended that a reserve of Bank of 
England notes be accumulated behind the currency 
note issue. Thus far the progress made in these direc- 
tions has been almost negligible. 4 Although the recent 
flotation of the Victory Loan makes possible some re- 
duction in the floating indebtedness of the treasury to 
the banks, it is conceded that the loan was a disappoint- 
ment. 

3. The Bank of Feance 

Significant monthly items from the statements of the 
Bank of France from January 191 1 (except for certain 
months in 1914 when statements were not published) 
are plotted on Charts VI and VII, using data taken 
from the weekly statements nearest to the 15th of each 
month. 

1 Data are reported weekly, and are conveniently accessible in the 
London Economist. 

2 The most vigorous academic critic has been Professor J. S. 
Nicholson; see his War Finance published in 1917, which reprints 
articles written earlier. The London Economist has been an unsparing 
critic, the Bankers' Magazine a milder one. See also Sir R. H. Inglis 
Palgrave, in the Bankers' Magazine (London), December, 1917, pp. 
632-637. W. A. Shaw, in the Quarterly Review for May, 1919, denies 
that they have contributed to the inflation. 

3 Conveniently accessible in the Bankers' Magazine (London), 
December, 1918, p. 587. See also editorial comment in the same issue, 
especially pp. 521-523. 

4 The weekly returns in August 1919 show an item of £250,000 in 
Bank of England notes in the " redemption fund," in addition to the 
£28,500,000 gold reserve which has been held since 1915. 
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Chart VI shows the movements of treasury deposits, 
general deposits and current accounts, and their sum, 
monthly from 19 11 to date. Prior to the war treasury 
deposits constituted from one-sixth to one-third of the 
total deposits. During 1914 they fluctuated between 
120 and 400 million francs. During 191 5-1 7 they were 
much lower, the weekly figure rising only infrequently 
above 100 millions, and the level being not more than 
one-third as high as before the war. Obviously the 
French government has not followed the same practice 
as the British government, but has sought advances 
from the bank as it has required funds. In the three 
years prior to the war the general deposits and current 
accounts fluctuated usually between 500 and 700 million 
francs and were not over 1 2 per cent as large as the note 
circulation. Considerable month to month variations 
are noticeable, but they are not sufficiently uniform from 
year to year to afford illuminating indices of seasonal 
movements. In the three months before the outbreak of 
war deposits rose sharply. Although data are missing for 
the first months of the war, the general upward move- 
ment must have continued, for the December 1914 
figure stood at 2670 million francs, three times the figure 
for July. This high level was fairly well maintained 
until late in 191 5. Ini9i6 the figure was some 17 per 
cent below the 191 5 level. From November 191 7 to 
the middle of 1918 the trend was again sharply upward 
and in July 1918 the figure of 3900 million francs was 
reached, some six times the pre-war figure. In the latter 
half of 19 1 8, general deposits and current accounts 
dropped almost steadily to a figure of 2400 million in 
December. In the next five months there was a re- 
covery to 3300 million. Recently a new decline is 
visible. These marked fluctuations have been more 
violent during the war than in peace years, although 
the chart gives an exaggerated impression of the figure 
of change, because the changes have taken place on a 
higher level. The curve for total deposits shows, during 
the war, much the same general trend as the curve for 
general deposits and current accounts, but since the 
decline in treasury deposits has to some extent offset 
the rise in general deposits, the upward trend of the 
total is less marked than that of general deposits alone. 

The note circulation (Chart VII) is a much more im- 
portant factor, and now it is of relatively more import- 
ance than in 1911-13. Before the war the circulation 
was five to eight times the total deposits, or twelve times 
the general deposits; today it is about twelve times the 
total deposits, including the small treasury deposits 
(compare Chart XI). While general deposits subject to 
check are increasing in favor in France, the established 
custom still strongly favors the predominant use of 
notes. The Bank of France, moreover, is only one of a 
number of competing banks accepting deposits subject 
to check, while it is the sole source of note issue. Hence 

1 The report of the Bank, translated, is printed in the Commercial 
and Financial Chronicle, for Aug. 16, 23, 30, 1919. The quotation 
is from p. 630 (Aug. 16). 

2 London Economist, Aug. 23, 1919, pp. 317 f.; quoted in Journal 
of Commerce, Sept. 11, 1919. 



the great preponderance of notes in its accounts. In 
direct contrast with that for deposits, this graph shows 
the comparative steadiness of the note circulation. 
Although a certain seasonal movement is evident in pre- 
war days, the high and low figures for a year do not vary 
more than 10 per cent from the average. The tendency 
from 191 1 to the middle of 1 914 was upward at a rate of 
about 3 per cent per annum. This moderate increase 
was followed by a sharp upward movement at the out- 
break of war; in December the circulation was ten 
billion francs, as compared with six billion in July. 
From this time forward there has been a steady- in- 
crease, interrupted only in the latter part of 191 5, 1916, 
and 1918, and then only for a single month. The in- 
crease was roughly 35 per cent in 191 5, 25 per cent in 
1916 and 40 per cent in 1917 and 1918. Since January 
1919 the increase has continued at a slackening rate. 
The figure now stands at over thirty-five billion francs, 
six times the average for the first half of 19 14, which was 
the record up to that time. In emphasizing this figure, 
however, it is necessary to remark that, unlike England, 
France issued no government currency during the war. 
The total expansion of her currency is therefore fairly 
well indicated by the increase in the notes and deposits. 
The authorities of the Bank of France have looked 
with grave misgiving upon the increase in the note issue, 
but have been unable to withstand the pressure from 
the government, both during and since the war, for the 
extraordinary arrears in the form of advances to the 
state and discounts of French treasury bonds. At the end 
of 1918 these had reached a total of over twenty billion 
francs (60 per cent as large as the notes outstanding) , in 
spite of the Bank's endeavors by every means in its 
power to reduce the loans made to the state. The 
governor of the Bank apologized for this situation at 
the stockholders' meeting held in January 1919, as 
follows : 1 

" It is now necessary to disengage these funds in the 
shortest possible time. The excessive issue of bank 
notes, the leading item in the list of our liabilities, 
weighs heavily on exchange conditions and aggravates 
the crisis in prices. It is therefore of importance to re- 
duce our circulation gradually. The repayment of the 
debt of the state to the bank is the necessary condition 
for this, and the only means of re-establishing normal 
monetary order. 

" Your General Council has at no time concealed the 
dangers arising from a large and rapid increase in the 
issue of notes. It has pointed them out at different 
times to the public authorities. But in the tragic hours 
when the destinies of France were at stake, in the pres- 
ence of demands which were justified each time by the 
imperious needs of national defense, it could not hesi- 
tate to approve, nor could it limit in any way whatso- 
ever the assistance of the bank to the war treasury." 

There is more recent evidence that the high price level 
is recognized by Frenchmen of authority as related to 
the currency inflation. 2 But as yet little progress has 
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been made in checking the inflation, and the advances six months before the outbreak of war it moved steadily 

to the state have risen by 25 per cent since November upward and stood at 65 per cent in the middle of July 

1918. 1914. By December it had fallen to 35 per cent. From 
The movement of the Bank of France reserves is that date until the present the tendency has been clearly 

plotted on Chart VII. The figure includes no govern- downward, broken only by recoveries in the second half 

ment currency but does include a certain amount of of 1915 and two sharp recoveries of brief duration near 

silver. In the years before the war the silver holdings the close of 19 16 and 19 18. The decline is emphatically 

declined in absolute amount, and even more relative to shown by the following average of the monthly figures 

gold, and at the outbreak of war they constituted only for eight years : 

13 per cent of the total. The silver holdings dropped i 6 t 

sharply early in the war, and since December 1914, Igi3 61 " " 

although fluctuating more or less, they have at no time 1914 (first 7 months) 64 " " 

constituted more than 6 or 7 per cent of the total. It 1915 3 2 " " 

must also be mentioned that not all of the gold counted z 9 l6 3° 

in the reserve is actually held at the Bank of France. I917 2S ,. ,, 

1018 10 

In fact, for the past two or three years over 35 per cent , g j^^cA z g « « 

of it has been held abroad, chiefly in England. These 

foreign holdings have arisen largely out of heavy loans At the close of the war the ratio was little more than 

of gold to the Bank of England and the British govern- one-fourth of the ratio at the beginning, and it has since 

ment, which were arranged in 1916-17 in consideration reached the unprecedentedly low figure of 15.4 per cent. 

of credits to the French treasury. 1 From August 2, 

1917 the gold held abroad amounted to 2037 million 4- Federal Reserve Banks 2 

francs; now, after the repayment of 58 millions early in The federal reserve system was established after the 

1919, it stands at 1978 millions, of which nearly 1900 outbreak of the Great War. Consequently comparisons 
millions is held in England. of war-time and current figures with pre-war figures 

The total reserve, as the chart clearly shows, flue- are precluded, and because of its gradual establishment 
tuated considerably in pre-war years. In 191 1 it comparisons of war years one with another are unsafe, 
averaged about 4000 million francs. Forebodings of the Broadly speaking, the years 191 5-16 were years of 
struggle led to a strengthening of the reserve in 1913 organization and preparation. The year 191 7 was one 
and the first half of 1914; this proceeded at a fairly of radical readjustment to conditions determined by 
steady rate up to May 1914, rising from 3800 to 4300 America's entry into the war. Since the latter part of 
millions, while in June and July it increased to 4700 191 7 the movements may be regarded as more nearly 
millions. The outbreak of the war therefore found the normal, though still significantly influenced by war 
Bank's characteristically strong reserve 20 per cent conditions. Charts VIII and IX summarize monthly 
stronger than usual. During the war the reserve has data for the combined federal reserve banks from the 
been maintained and strengthened, despite depletions beginning of 191 5 to the present time, using data from 
due to foreign withdrawals in the second quarter of 191 5 the last weekly statement of each month, 
and the middle of 1916. The gains have been due Net deposits (Chart VIII) rose gradually until 
chiefly to the success of the Bank in attracting private America entered the war, showing strong seasonal ten- 
deposits of gold through appeals to patriotic motives, dencies with maxima near the end of the year and 
The rapid increase in the reserve ended late in 1915, minima a month later. During the six months from 
when a figure of 5400 million francs was reached. Since May to November 191 7 deposits more than doubled, , 
then, barring a decline in the middle of 1916, the reserve increasing from $720,000,000 to $1,600,000,000. The 
has gradually increased to 5900 million francs — a rate usual drop at the end of the year (191 7) was followed 
of increase about half the pre-war rate. by a moderate upward movement culminating early in 

The ratio of total reserves to note circulation plus 1919. In recent months the figure has stood close to 

total deposits and current accounts is shown on Chart 1. $1,800,000,000. 

In 1911-13 the ratio fluctuated generally between 60 Federal reserve notes in actual circulation 3 (Chart 

and 69 per cent. Only in one month of these years VIII) stood at $260,000,000 in January 1 1917 and 

(January 1913) was it below 59 per cent. During the $420,000,000 in April. From this point until the end of 

* From an initial item of 69,000,000 francs June 8, 1916, it rose W they were trebled, reaching one and one-quarter 

rapidly to 1,693,000,000 on Dec. 27, 1916, and then more gradually billion in December. In the next twelve months they 

to 2,037,000,000 on Aug. 2, 1917. _ _ were more than doub i ed and st0 od at nearly $2,700,- 

2 Compare the statistical Review in the Federal Reserve Bulletin . ' , J " ' 

for Aug. 1, 1919, p. 766. 000,000 in December 1918. Allowing for the usual de- 

s The total earning assets of the federal reserve banks show much c ]} ne f rom December to January, and the subsequent 
the same tendency as the note issue, namely a moderate increase up to , , . , . , 

April 1017, a rapid increase in the six months after April 1917, and a recovery, tne increase may be said to nave ceased. 

greater absolute but smaller relative increase during 1918. This fig- Recently the circulation has fluctuated around two and 

ure also shows a tendency to decline temporarily at the beginning one . half bmions . This recent moV ement of the federal 
of the year. During recent months the figure has stood close to 

$2,400,000,000. reserve notes contrasts with the movements of the note 
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issues of the Bank of England and the Bank of France 
since the armistice. In the United States the marked 
upward tendency has been definitely checked since the 
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cessation of active hostilities, whereas in England and 
in France the increase still continues at a considerable 
rate, although at a lower rate than in war time. 

The total reserves of the federal reserve banks x (Chart 

1 These reserves include not only silver but United States notes; 
but notes and silver seldom amount to more than 2 or 3 per cent of 
the total. Previous to 1017 " gold with federal reserve agents " was 
reported separately and not included in " total cash reserves " of the 
banks as published. Our figures, however, combine the two items. 



IX) increased much more rapidly in the first two years 
of the system than did the other items which have been 
mentioned. From less than $300,000,000 in January 
191 5 they rose fairly steadily to nearly one billion in 
April 1 91 7. From that time until May 191 9 they in- 
creased rapidly but at a gradually slackening rate. 
From May until November 191 7 they rose from one 
billion to one billion seven hundred million; from 
November 191 7 until May 191 9 they increased to two 
and one-quarter billion. In judging the significance of 
these changes, however, the facts must be considered, 
first, that the federal reserve system was in process of 
organization and the reserves called for by the act were 
to be transferred gradually, second, that the provisions 
of the law pertaining to reserves were amended. Under 
the amendment the entire reserve of member banks was 
to be held by the federal reserve banks, the new regu- 
lations taking effect on July 1, 191 7. Consequently, 
between July 1 and August 20, 191 7 there were very large 
transfers of cash from member banks to the federal 
reserve banks. After the last named date the transfers 
continued, but in smaller volume, as state banks joined 
the federal reserve system and member banks further 
decreased the cash in their vaults. The great increase 
in total reserves of the federal reserve banks during the 
summer and autumn of 191 7 was, therefore, primarily 
due to the transfer to the latter of cash from the vaults 
of member banks. Throughout the period, as shown 
by the comparison of the two curves on Chart IX, they 
have remained considerably above the legal require- 
ment of 35 per cent of deposits and 40 per cent of note 
circulation. 

The ratio of total reserves to the sum of net depos- 
its and federal reserve note circulation, from 1915 to 
the present time, is shown on Chart I. Considerable 
fluctuations are evident in the fifteen months before 
America's entry into the war, but the figure was above 
77 per cent until June 1917, and in March 1917, three 
weeks before America's entry into the war, it was at the 
high point of 89 per cent. Here, as in the case of the 
European banks, the first impact of the war caused a 
sharp decline and brought the figure to nearly 75 per 
cent in June. Recovery in the next three months was 
followed by a rapid decline in the next four, bringing 
the figure to 63 per cent in November 191 7. For the 
next year, except for the usual recovery around the end 
of the year, the tendency was downward. The mini- 
mum was reached in October 19 18 at a figure slightly 
under 50 per cent. In recent months the decline has 
been definitely checked, but no effort has been made to 
restore the rate to its high level of 1916 and early 1917. 

III. TENDENCIES SINCE NOVEMBER 
1918 

The next three charts show weekly data from No- 
vember 1, 1918, for the Bank of England, the Bank of 
France, and the federal reserve banks. The several 
items for each country are plotted on the same scale, 
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THE REVIEW OF ECONOMIC STATISTICS 



and the reserve ratios for the three countries are com- 
bined on Chart II (p. 14). 

Chart X presents the movements of significant indices 
of the Bank of England condition. Deposits, despite 
their customary marked fluctuations from week to week, 
show a definite downward trend for the period. Public 
deposits, which averaged over £30,000,000 in Novem- 
ber, have been below that figure every week but three 
since then, and the August average was under £20,000,- 
000, a decline of 50 per cent from November. The 
change in deposits other than public is less clear because 
of their very marked fluctuations, especially toward the 
middle and end of the year. On the whole, however, 
the level for May, June, and July was £20,000,000, or 
15 per cent, below the level six months earlier; and in 
August the figure fell to a low point unequaled in any 
month since the second quarter in 1916, and unequaled 
in any August since 1914. The note circulation, on the 
contrary, shows a clearly marked upward trend, chang- 
ing from £65,000,000 early in November to £80,000,000 
early in September, an increase of 25 per cent. Despite 
this increase, the total of notes and deposits has fallen 
some 15 per cent in the last ten months. Meanwhile, 
the reserve in coin and bullion held in both departments 
of the Bank has mounted, with especial rapidity in 
December 1918, March 1919, and June 1919, and shows 
an increase from £74,000,000 early in November to 
nearly £88,coo,ooo ten months later, an aggregate gain 
of 19 per cent. With declining liabilities and increasing 
reserve, the ratio of coin and bullion in both depart- 



ate restriction since the signing of the armistice. While 
its note issue has increased since November and stands 
much above the pre-war level, the reserve position as 
a whole is nearly as strong as it was in pre-war days. 
When, however, the government currency note issue is 
considered, the conclusion for the Bank of England 
seems not to hold for the British banking and currency 
system as a whole. While the sum of total deposits and 
circulation of the Bank of England has declined some 
£35,000,000 since November 1918, the government 
currency issue has increased as much, even after the 
recent decline from the maximum reached in April. 
Against an aggregate including the currency notes and 
certificates, the sum of the Bank of England reserve and 
the £28,500,000 of gold specially held for redemption of 
the government issue, would constitute a reserve of not 
more than 22 per cent; and this figure has been lower 
in recent months than immediately after the armistice 
was signed. If the period of inflation has ended, the 
period of contraction has no more than begun. 

Weekly movements of significant items for the Bank 
of France since November 191 8 are shown on Chart XI, 
which brings out clearly the relative amounts of the 
note circulation, total deposits, and reserves. A much 
smaller week to week fluctuation than for the Bank of 
England items is evident at once. While the note circu- 
lation decreased considerably in the four weeks after the 
signing of the armistice, the decline was no more than 
usual at that time of year and was probably uncon- 
nected with the cessation of hostilities. As in earlier 
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CHART _XZZ 

Weekly Figures for Federal Reserve Banks 
since November 1, 1913 
(units of $10,000,000) 
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ments to the aggregate of notes and deposits (Chart II) 
has risen from about 32 per cent in November to a level 
of 44-47 per cent, which approximates the usual pre-war 
figure. 

These movements indicate unmistakably that the 
Bank of England has been following a policy of moder- 



years, a rapid recovery in December and January is 
apparent, and the issue has increased since then. Dur- 
ing the last two months it has been close to thirty-five 
billion francs. Treasury deposits, general deposits and 
current accounts, and their sum, show relatively greater 
fluctuations — on the whole as great fluctuations as in 
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the period of the war. In the last three months they 
have fallen; and early in September they fell below 
three billion francs. Reserves have continued their 
steady but fractional increase and have risen one hun- 
dred million francs, or nearly 2 per cent, in the ten 
months since the armistice was signed. The ratio of gold 
holdings to deposits plus circulation (Chart II) has 
sagged rather steadily from 17 per cent to 15.4 per cent. 
In short, the tendency to inflation is still unchecked. 

Weekly figures for the combined federal reserve banks 1 
since November 1918 are shown on Chart XII. Little 
comment is necessary. The figures show comparatively 
slight variation and no highly marked changes. The 
principal change has taken place in the total reserves, 
which increased fairly steadily from the signing of the 
armistice until early in June, an aggregate increase of 
$180,000,000, or nearly 9 per cent. In the ensuing eight 
weeks, however, two-thirds of this increase was lost. 

1 This analysis, of course, refers to the federal reserve system as a 
whole. Individual federal reserve banks, such as the New York Bank, 



Total earning assets reacted from the high point of early 
December, but since February have fluctuated on the 
higher level and even tended upwards. Bills dis- 
counted, the largest element in the earning assets, show 
much the same trend, but aside from their wider fluc- 
tuations have displayed a downward tendency even 
since the middle of May in contrast with the figure for 
total earnings. Net deposits have shown much the same 
trend as total earning assets, although the low point was 
reached late in December instead of early in February. 
The note circulation has changed slightly from week to 
week. Its principal movements have been the decline 
from the latter part of December to the last of Janu- 
ary, the gradual recovery of most of this decline in the 
next three months, and the comparative stability of the 
figure since April. The ratio of reserves to deposits plus 
federal reserve notes (Chart II) has remained close to 
50 per cent. 



exhibit wider fluctuations. See the August Supplement, p. 13, 
the Commercial and Financial Chronicle, Sept. 6, 1919, p. 912. 
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